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TRUEBLOOD REPORT
Thirty months in the making, the Study Croup Report
on the Objectives of Financial Statements is now a hot topic of discussion
in the profession. Here is an authoritative statement by Bob Trueblood
chairman of the Study Group and Chairman of the Board
of Touche Ross, on the significance and the implications of the report.
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For some time, (he absence of a set of explicit
accounting
objectives has led to chaotic conditions
in the accounting environment.
Furthermore,
the financial
community
and the general public are demonstrably
confused about
the usefulness of financial
statements.
By early 1971, it had become obvious to many of us
that concrete action was necessary. A group of practicing
professionals
met in Washington
to consider the problem. As a result of that meeting, the American Institute of
Certified Public Accountants
established
two groups to
find a way out of the morass.
The first commission,
called the Wheat
Commission
after its chairman Francis M. Wheat, a former SEC Commissioner, was charged with the task of restructuring
the
Accounting
Principles Board. It did an excellent job on a
timely basis and its recommendations
led to the formation of The Financial Accounting
Standards
Board.
Simultaneously„
a second commission,
the Study
Croup
on Objectives
of Financial Statements, was
appointed.
Its charter asked it to refine the objectives
of financial
statements, since refined objectives
would facilitate the
establishment of guidelines for improving accounting
and
financial
reporting

At one of the first meetings of the Study C r o u p on the
Objectives of Financial Statements, it became apparent
that, without explicit agreement, the Study C r o u p had
intuitively c o m e to understand that it had to be careful
not to give the impression or to assume that its w o r d
w o u l d be the last to be given on the objectives of financial statements. T h e group recognized then that the body
of suggestions, proposals, and recommendations it w o u l d
develop w o u l d have to remain open-ended.
After all, the e c o n o m i c decision-making process is constantly changing as users' needs and the environment in
w h i c h they evolve change. C h a n g i n g cost-benefit relationships, social values, a n d technology inevitably bring
about the need to reevaluate objectives.
T h e Study C r o u p ' s report therefore must be viewed as
provisional and as a first step (albeit a significant one,
I hope) in an o n g o i n g process of research, study, and
deliberation. Having said that, I should also express our
hope that the Objectives of Financial Statements is useful
in today's world, w h i c h is, of course, our primary purpose.
The report presents some concepts that may seem so
basic as not to require expression. T h e assertion that the
basic objective of financial statements is to provide information useful for making e c o n o m i c decisions seems ob2

vious and incontrovertible. Vet this basic objective requires enunciation, because it provides the starting point
for all that follows.
This fundamental premise leads inexorably to the question: for w h o m does the enterprise prepare its financial
statements? T h e report repeatedly suggests that financial
statements are prepared primarily for those users w h o
have limited authority, ability, or resources for obtaining
information and w h o must rely on financial statements as
their principal source of information. This objective does
not propose that complex matters be oversimplified, but
rather that those w h o prepare financial statements serve
those users w h o most need financial statements.
Pervading the report are many considerations of risk
and uncertainty that are basic to the very nature of a business enterprise. Financial statements, the Study C r o u p
proposes, should disclose uncertainty wherever it is believed to exist, and should provide the user with means to
evaluate the degree of risk and uncertainty that exist. In
my view, [his emphasis is critical.
For example, business resources in particular should be
grouped or segregated by the relative uncertainty of the
amount and timing of prospective realization or liquidation, Financial information should, to the greatest pos-

Summary of Study Group Findings
Based on the fundamental concept that the
basic objective of financial statements is to
aid economic decision-making, the Study
Group has issued this summary of its findings. Financial statements should:
^ Contain information for predicting, comparing, and evaluating the earning power
of enterprises,
^ Serve the needs of users who rely on such
reports as their principal source of information for economic decisions.
** Emphasize substance, not technical form.
Reflect the ability of an enterprise to generate cash for its owners.

Report both historical cost and current
values which differ significantly.
Aid users in assessing risk.
Separate information w h i c h is factual
from information which is interpretive.
D i s c l o s e a s s u m p t i o n s and j u d g m e n t s
which enter into preparation of the statements.
Group and segregate resources and obligations according to the relative uncertainty of their realization or liquidation.
Disclose the inherent imprecision resulting from the necessity to use assumptions
and estimates in many aspects of financial
reporting.
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sible extent, be presented as being either factual or interpretive, An approach to this involves disclosing assumptions, judgments, and other subjective elements
that enter into the preparation of financial statements.
Users can then consider them in making their own assessments and evaluations of risk.
Many users of financial statements presume that the
information presented is necessarily precise. The Study
C r o u p has sought to highlight the fact that any such presumption is unwarranted. Users, the report holds, should
be made aware of the inherent imprecision of much of
financial reporting. More often than not, cash itself is the
only item in the balance sheet that can be described with
precision. A n d with today's multinational corporations
operating in many currencies with fluctuating exchange
rates, even cash becomes less precise than it once was
thought to be.
The report attempts to build on the link between economics and accounting. Measures of enterprise preformance should reflect enterprise accomplishments in terms

of the basic enterprise goal: to produce maximum return
to shareholders. Assessments of this effort relate directly
to the business's ability to generate cash — that is, to its
earning power.
A useful tool for analyzing enterprise performance is
the earnings cycle. Businesses are always involved in
activities aimed at producing earnings. The earnings cycle
may be viewed as a series of events in which cash is converted to other resources that in turn produce more cash.
At any given lime, earnings cycles may be complete, incomplete, or prospective, information about their relative
status gives the user a tool for assessing the performance
of the enterprise and its prospects.
Financial forecasts and their possible inclusion in financial statements are issues subject to much current controversy. The central question is not to what extent forecasts
turn out to be accurate, but whether formal financial
statements are more useful for prediction when they include forecasts. The Study C r o u p proposes that financial
statements should include forecast data when it serves

M A R T Y C A N S joined the Chicago audit staff of Touche
Ross in 1965 with an MBA from Northwestern University.
Four years' experience in both large and small audit engagements earned Marty a full time position in Chicago's
report review department. Soon thereafter, he began assisting Bob Trueblood on several client problem matters.
Within a year, this assistance became his principal role,
and in May 1971 he transferred to the Executive Office.
He was promoted to partnership on September 1, 1973.
When the Accounting Objectives Study C r o u p was appointed in the spring of 1971, Marty became Administrative Director. His job was a massive one, which involved
the handling of the Study Group budget, logistics, planning, and supervising all day-to-day operations of the
staff, He personally attended around 100 Study C r o u p interviews and meetings, served as Bob Trueblood's direct
assistant on the total project, and logged about 50,000 air
miles a year in the process.
When the Study C r o u p began to distill the massive accumulation of written input and meeting notes in preparing their final report, it looked to the research staff
for assistance with conceptual issues, as well as with the
writing process itself. Marty worked closely with George
Sorter in the preparation of staff research papers and in
drafting the technical sections of the report. Marty had
primary responsibility for coordinating the report's production, printing, distribution; and public relations.
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as purposeful information to the user.
A major concern of mine has long been the evaluation
of the performance of governmental and not-for-profit
organizations. The Study Group recommends that such
agencies and organizations construct their reports so that
they provide measures of benefits quantified in terms of
the organization's goals. This, of course, requires thai
social and non-monetary goats be identified more explicitly than has traditionally been done.
Another objective suggested by the Study Group focuses on the increasingly complex relationship between
business and society. This relationship is an emerging issue for accountants. The Study Group concludes that information about social responsibilities must become a
part of financial reporting. The Study Group proposes that
an objective of financial statements is to report on those
public activities of the enterprise affecting society, either
positively or adversely, that can be measured and that are
important to the role of the enterprise in its total environment.

A m o n g the crucial matters explored by the Study Group
was the issue of valuation methods. The report takes the
position thai no one valuation method can satisfy all
users' needs in any given set of circumstances. What may
be the most objective measurement method may be irrelevant. What may be the most relevant [measure in a
particular case may be the most subjective. A n d interestingly enough — in the sense of opportunity cost — this
same kind of trade-off may also apply to reporting on
actions taken, as well as on those actions not taken.
To me, the overriding assumption of the Study Group's
Report is that everyone associated with the preparation
and certification of financial statements approaches the
responsibility with a commitment to inform based on a
fundamental sense of integrity. That assumption cannot
be legislated. It is perhaps best expressed in the report's
reemphasis of the priority of substance over form — no
matter what practice, tradition, legal formality, and convention allow. Integrity is the foundation of it ail: integrity
is the bottom line, not income.

G E O R G E SORTER is a leading academician in accounting
theory, with a long history of consulting with Touche
Ross. Accordingly, when Bob Trueblood was appointed
Chairman of the Accountants Study Group, it seemed
natural that Professor Sorter should be selected as Research Director.
Professor Sorter is a co-author of [he American Accounting Association's " A Statement of Basic Accounting
Theory," and among his many writings, his article on "The
Events Theory of Accounting" has been widely quoted
and reprinted. He was a member of the AAA's Select C o m mittee which, in 1970, called for the establishment of
study groups like the Wheat and The Trueblood
commissions.
As research consultant to Touche, George co-authored
papers entitled "Information for Proprietors and Others"
and "Relevant Accounting." He and l3ob Trueblood coauthored a book entitled William W. Werntz; His Accounting Thought, and they have been associated with
one another at the University of Chicago through The Institute of Professional Accounting, of which George is
director.
George's role as research director has frequently been
difficult, since his work is done semi-independently, and
yet is necessarily responsive to the views of the highly
diversified and inter-disciplinary backgrounds of the
Study Group members.
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